AUTHENTICATED
U.S. GOVERNMENT
INFORMATION

GPO

Internal Revenue Service, Treasury

tax for any calendar year unless there
is submitted—

(a) To the Commissioner a certificate
of the proper officer of each State (with
respect to the law of which the addi-
tional credit is claimed) showing the
highest rate of contributions applied
under the State law in such calendar
year to any person having individuals
in his employ; and

(b) To the district director a certifi-
cate of the proper officer of each State
(with respect to the law of which the
additional credit is claimed) showing
for the taxpayer—

(1) The total remuneration with re-
spect to which contributions were re-
quired to be paid by the taxpayer under
the State law with respect to such cal-
endar year; and

(2) The rate of contributions applied
to the taxpayer under the State law
with respect to such calendar year.

If under the law of such State different
rates of contributions were applied to
the taxpayer during particular periods
of such calendar year, the certificate
shall set forth the information called
for in paragraphs (b)(1) and (2) of this
section with respect to each such pe-
riod.

(c) Such other or additional proof as
the Commissioner or the district direc-
tor may deem necessary to establish
the right to the additional credit pro-
vided for under section 3302(b).

§31.3302(c)-1 Limit on total credits.

(a) In general. Paragraph (b) of this
section relates to the limitation on the
aggregate of the credits allowable
under section 3302 (a) and (b). Para-
graph (c) of this section relates to re-
ductions, under certain circumstances,
of the total credits allowable after ap-
plying section 3302 (a), (b), and (c¢)(1). In
paragraphs (c)(1), (2), and (3) of this
section, relate, respectively, to reduc-
tions of credits in respect of advances
under title XII of the Social Security
Act before September 13, 1960, advances
under title XII of the Social Security
Act after September 12, 1960, and pay-
ments under the Temporary Unemploy-
ment Compensation Act of 1958. A re-
duction of credit under paragraph
(¢)(1), (2), or (3) of this section applies
separately from, and in addition to, a
reduction under any other such sub-
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paragraph. See section 3302(d) and
§31.3302(d)-1 for definitions and special
rules relating to section 3302(c), and for
a provision that, in applying section
3302(c), the Federal tax shall be com-
puted at the rate of 3 percent.

(b) Limitation on aggregate credit. The
aggregate of the credit under section
3302(a) and the additional credit under
section 3302(b) shall not exceed 90 per-
cent of the tax against which credit is
taken, computed as if the tax were im-
posed at the rate of 3 percent. Thus,
the aggregate of the credit which is al-
lowable to an employer for any taxable
year shall not exceed 2.7 percent of the
wages paid by the employer during the
year.

(c) Reductions of amount of credit oth-
erwise allowable—(1) Advances before
September 13, 1960, under title XII of So-
cial Security Act—(i) Credit reductions for
1961 and 1962. Pursuant to section
3302(c)(2), as applicable to credit allow-
able for any year ended before 1963, the
total credits otherwise allowable under
section 3302 to a taxpayer subject to
the unemployment compensation law
of the State of—

(a) Alaska shall be reduced for the
taxable year 1961 by an amount equal
to 0.15 percent of the wages paid by the
taxpayer during 1961 which are attrib-
utable to Alaska, and shall be reduced
for the taxable year 1962 by an amount
equal to 0.3 percent of the wages paid
by the taxpayer during 1962 which are
attributable to Alaska; or

(b) Michigan shall be reduced for the
taxable year 1962 by an amount equal
to 0.15 percent of the wages paid by the
taxpayer during 1962 which are attrib-
utable to Michigan.

(i1) Credit reductions for 1963 and sub-
sequent years. If any balance of an ad-
vance or advances under title XII of
the Social Security Act, made before
September 13, 1960, to the unemploy-
ment account of a State, remains un-
paid on January 1, 1963, or on January
1 of any succeeding taxable year, the
total credits otherwise allowable under
section 3302 to a taxpayer subject to
the unemployment compensation law
of the State shall be reduced for the
taxable year unless—

(a) No balance of such advance or ad-
vances exists as of the beginning of No-
vember 10 of the taxable year, or
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(b) The State pays into the Federal

unemployment account, before Novem-
ber 10 of the taxable year, the amount
certified by the Secretary of Labor pur-
suant to section 3302(c)(2), and des-
ignates such payment as being made
for purposes of the last sentence of sec-
tion 3302(c)(2).
The credit reduction for a taxable year
shall be a percentage of the wages paid
by the taxpayer during that taxable
yvear which are attributable to the
State. The percentage for the taxable
year 1963, or for any succeeding taxable
year beginning before January 1, 1968,
is 0.15 percent (that is, 5 percent of the
Federal tax, computed as if imposed at
the rate of 3 percent of the wages). The
percentage for any taxable year begin-
ning on or after January 1, 1968, is the
percentage reduction for the imme-
diately preceding taxable year plus 0.15
percent. Thus, for 1968 the percentage
is 0.3 percent, for 1969 the percentage is
0.45 percent, and for 1970 the percent-
age is 0.6 percent.

(2) Advances after September 12, 1960,
under title XII of Social Security Act—()
In general. If any balance of an advance
or advances under title XII of the So-
cial Security Act, made after Sep-
tember 12, 1960, to the unemployment
account of a State, remains unpaid on
January 1 of two consecutive taxable
years, the total credits otherwise al-
lowable under section 3302 to a tax-
payer subject to the unemployment
compensation law of the State shall be
reduced for the taxable year beginning
with the second consecutive January 1,
unless prior to November 10 of that
taxable year the total amount of any
such advance or advances made to the
account of the State has been fully re-
paid. The reduction made pursuant to
this subdivision in the total credits
otherwise allowable for the taxable
year beginning with the second con-
secutive January 1 shall be 0.3 percent
of the wages paid by the taxpayer dur-
ing the taxable year which are attrib-
utable to the State (that is, 10 percent
of the Federal tax, computed as if im-
posed at the rate of 3 percent of the
wages). In the case of any succeeding
taxable year beginning with a consecu-
tive January 1 on which there exists
such a balance of an unreturned ad-
vance or advances made after Sep-
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tember 12, 1960, the total credits other-
wise allowable shall be further reduced
unless prior to November 10 of that
succeeding taxable year the total
amount of any such advance or ad-
vances made to the account of the
State has been fully repaid. The reduc-
tion for each such succeeding taxable
year beginning with a consecutive Jan-
uary 1 on which such a balance exists
shall be a percentage of the wages paid
by the taxpayer during that succeeding
taxable year which are attributable to
the State. The percentage reduction for
any such succeeding taxable year shall
be the aggregate of (a) the percentage
reduction (without regard to paragraph
(c)(2)(ii) or (iii) of this section) for the
immediately preceding taxable year,
(b) 0.3 percent of the wages paid by the
taxpayer during the taxable year which
are attributable to the State, and (c)
the percentage, if any, described in
paragraph (c)(2)(ii) or (iii) of this sec-
tion.

(i1) Additional reduction if a balance of
advances exists after third or fourth con-
secutive January 1. If the credit reduc-
tion described in subdivision (i) of this
subparagraph is made for the third or
fourth consecutive taxable year, the
total credits otherwise allowable under
section 3302 to a taxpayer subject to
the unemployment compensation law
of the State shall be further reduced
for the taxable year unless the average
employer contribution rate (see section
3302(d)(4)) for such State for the cal-
endar year preceding such taxable year
is at least 2.7 percent. The percentage
of reduction, if any, under this subdivi-
sion shall be the percentage referred to
in section 3302(c)(3)(B) which is cer-
tified by the Secretary of Labor pursu-
ant to section 3302(d)(7).

(iii) Additional reduction if a balance of
advances exists after fifth or any suc-
ceeding consecutive January 1. If the
credit reduction described in subdivi-
sion (i) of this subparagraph is made
for the fifth or any succeeding taxable
year, the total credits otherwise allow-
able under section 3302 to a taxpayer
subject to the unemployment com-
pensation law of the State shall be fur-
ther reduced for the taxable year un-
less the average employer contribution
rate (see section 3302(d)(4)) for the
State for the calendar year preceding
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such taxable year equals or exceeds the
b-year benefit cost rate (see section
3302(d)(b)) applicable to the State for
the taxable year or 2.7 percent, which-
ever is higher. The percentage of reduc-
tion, if any, under this subdivision for
a taxable year shall be the percentage
referred to in section 3302(c)(3)(C)
which is certified by the Secretary of
Labor pursuant to section 3302(d)(7).

(3) Payments under the Temporary Un-
employment Compensation Act of 1958. If
any amount of temporary unemploy-
ment compensation was paid in a State
under the Temporary Unemployment
Compensation Act of 1958, the total
credits otherwise allowable under sec-
tion 3302 to a taxpayer with respect to
wages attributable to the State for the
taxable year beginning January 1, 1963,
and for each taxable year thereafter,
shall be reduced unless prior to Novem-
ber 10 of the taxable year—

(i) There have been restored to the
Treasury the amounts of temporary
unemployment compensation paid in
the State (except amounts paid to indi-
viduals who exhausted their unemploy-
ment compensation under title XV of
the Social Security Act and title IV of
the Veterans’ Readjustment Assistance
Act of 1952 prior to their making their
first claims under the Temporary Un-
employment Compensation Act of
1958), the amount of costs incurred in
the administration of the Temporary
Unemployment Compensation Act of
1958); with respect to the State, and the
amount estimated by the Secretary of
Labor as the State’s proportionate
share of other costs incurred in the ad-
ministration of such Act, or

(i1) The State restores to the general
fund of the Treasury the amount cer-
tified by the Secretary of Labor pursu-
ant to section 104 of the Temporary
Unemployment Compensation Act of
1958, and designates such restoration as
being made for purposes of the last sen-
tence of such section.

The credit reduction for a taxable year
shall be a percentage of the wages paid
by the taxpayer during that year which
are attributable to the State. The per-
centage for the taxable year 1963 is 0.15
percent (that is, 5 percent of the Fed-
eral tax, computed as if imposed at the
rate of 3 percent). The percentage for
any succeeding year is 0.3 percent (that
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is, 10 percent of the Federal tax, com-
puted as if imposed at the rate of 3 per-
cent).

(4) Example. The cumulative effect of
the credit reductions described in this
paragraph may be illustrated by the
following example:

Example. Advances to the unemployment
account of State X were made in 1957 and in
1961 under title XII of the Social Security
Act. Payments under the Temporary Unem-
ployment Compensation Act of 1958 were
made in State X in 1958. No portion of the ad-
vances or payments is returned before No-
vember 10, 1964. As a consequence:

(a) The credit reduction applicable under
subparagraph (1) of this paragraph is made
for 1964 at the rate of 0.15 percent;

(b) The credit reduction described in sub-
paragraph (2) of this paragraph has been
made for 1963 (the second successive year
after 1961) at the rate of 0.3 percent. The rate
of credit reduction under subparagraph (2)
for 1964 is 1 percent (the aggregate of 0.6 per-
cent under section 3302(c)(3)(A) and 0.4 per-
cent (assumed for purposes of this example
to be the percentage referred to in section
3302(¢c)(3)(B) which is certified by the Sec-
retary of Labor), and

(¢c) The credit reduction described in sub-
paragraph (3) of this paragraph has been
made for 1963 at the rate of 0.15 percent. The
rate of credit reduction for 1964 is 0.3 per-
cent.

The cumulative rate of credit reduction ap-
plicable for 1964 to wages attributable to
State X is 1.45 percent, representing the ag-
gregate of the percentage reductions applica-
ble under subparagraphs (1), (2), and (3) of
this paragraph (0.15 percent, 1 percent, and
0.3 percent, respectively). In 1964 Employer A
paid wages of $100,000, all of which are sub-
ject to the unemployment compensation law
of State X. The credit which would be allow-
able (under section 3302 (a), (b), and (c)(1)) if
there were no credit reduction is $2,700. Em-
ployer A’s tax is computed as follows for
1964:

Total taxable wages (attributable

to State X) ..o $100,000
Gross Federal tax (3.1 percent of
WAGES) eveveieerrreieeeieieneeienneaens 3,100
Less credit:
Gross credit .. $2,700
Credit reduction (1.
of wages) .. 1,450
Net credit 1,250
Amount of Federal tax due ............ 1,850

[T.D. 6658, 28 FR 6633, June 27, 1963, as
amended by T.D. 6708, 29 FR 3198, Mar. 10,
1964]
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